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Part 1
Background

Authority for Audit
This report is based on an audit of the Conservative Majority Fund (CMF), undertaken by
the Audit Division of the Federal Election Commission (the Commission) in accordance
with the Federal Election Campaign Act of 1971, as amended (the Act). The Audit
Division conducted the audit pursuant to 52 U.S.C. §30111(b), which permits the
Commission to conduct audits and field investigations of any po committee that is
required to file a report under 52 U.S.C. §30104. Prior to audit under this
subseeuon.dwCommlsmonmustperﬁmnmmm:w filed by selected
committees to determine if the reports filed by a
requirements for substantial compliance with the /




Part Il

Overview of Committee
Committee Organization
Important Dates
o__Date of Registration July9,2012 @
o _Audit Coverage July 9, 2012 - pifcembér 31, 2012
_Headquarters Arlington, 2N
Bank Information
o Bank Depositories
e Bank Accounts
Treasurer

o _Treasurer When Audit Was Conducted
e Treasurer During Period Covered by Audit

Scott g
July 9, 28

N December 31, 2012

_Mansgement Information

o Attended Commission Campaign Finan«
Seminar

e Who Handled Accounting
Recordkeeping Tasks

$0
2,814,766
$ 2,814,766

Disbursements
o_ Operating Expenditures 1,398,617
o Iml-:vml-m Rynenditurag 1 '3411333
Total Disbursements $ 2,745,850
Cash-on-hand @ December 31, 2012 $ 68916




Part Il
Summaries

Findings and Recommendations

Finding 1. Misstatement of Financial Activity

The Audit staff’s comparison of CMF’s financial activity with its bank records revealed a
material misstatement of disbursements in calendar year 2012. QIR misstated its
disbursements by $2,163,830. In response to the Interim Audj f"‘ recommendation,
the CMF Treasurer stated that CMF did not agree that it hadfffiiliatated i

by $2,163,830, and it had amended its 2012 disclosure refip:

reports have been filed by CMF to correct the pu . Abscat Slling of
amended reports, CMF disbursements remain
(For more detail, sce p. 5.)

g lhepublicleeord Absent the filing
Inehngadequntedlscloﬂlreof

i Audit staff reviewed disbunemmtsnoverifyﬂle independent

The Audit staff identified disbursements totaling $469,136 which were not reported as

apparent independent expenditures. Also independent expenditures totaling $185,663
were disclosed with an incorrect vendor name.

With respect to the filing of 24/48-hour reports required for certain independent
i CMF did not file 24-hour reports totaling $90,260 in a timely manner and

did not file 24/48-hour reports for apparent independent expenditures totaling $469,136
noted above.



In response to the Interim Audit Report recommendation, the CMF Treasurer stated that
the actual amount of independent expenditures was $914,856 and CMF has filed new and
amended 24/48-hour reports for independent expenditures totaling $764,082. After
reviewing additional vendor invoices that were provided, the Audit staff has accepted that
expenditures totaling $195,839 were not independent expenditures, and reduced the
apparent independent expenditures not reported to $273,297 ($469,136 - $195,839).
Also, CMF's response mentioned that it had filed amended reports to correct the
reporting of the 51 independent expenditures totaling $185,663 disclosed with the
incorrect vendor name. However, even though the CMF Treasurer said that amended
reports were filed, as of the date of this report, CMF has not filed gny amended disclosure
in question did not require reporting as independent expendit mddidnotmquim

24/48-hour reports, the Audit staff considers the expenditafs 3 $273,297 to be
mdepmdmtapendntmu,deMFhasmxplwd . ﬂle mendation to

correct the disclosure for 51 independent expenditup ing $18
(For more detail, see p. 9.)

Finding 4. Reporting of Debts aiigObligatios

During audit fickdwork, the Audit staff identified doOigaling $67,800 that were not
disclosed on Schedule D (Debts and Qbligations) as reqiighd. CMF contended that it was
not liable for a portion of the expensesilbey were incu: y another committee. In
response to the Interim Audit Report reSad® jon, the CNreasurer provided a
check copy (front only) written by a 527 e ent of $93,990 along with
teninvolcubllledtoﬂne - omammon, ngSoncle t all debts and obligations
owed have been prop . . The 2 0 m:derﬂnudequm
documentation to d ﬂledebls aling $67,800 did not require disclosure
by CMF. Absent furts ocumyy ation, the a of debts required to be disclosed on
Schedule D remains as ROQ

T DE
_-

for Communications
hudit glitT reviewed disbursements to verify the accuracy of
assification of transactions disclosed on reports. The Audit
hich sufficient records were not provided. Without a copy
ke asgfCiated communications, the Audit staff was unable to
determine how CM! Id have reported these disbursements. In response to the
Interim Audit Reporpfecommendation, the CMF Treasurer provided two media vendor
invoices, four television advertisements, and stated that CMF believed that all
documentation needed by the Audit staff has been provided. The Audit staff concludes
that the records provided by CMF demonstrated that disbursements totaling $224,768
were operating expenditures and disbursements totaling $79,631 were insufficiently
documented. In addition, disbursements totaling $38,302, which were originally included
in the apparent independent expenditure finding, are not sufficiently documented. Absent
$117,933 ($79,631 + $38,302) to be insufficiently documented.
(For more detail, see p. 18.)



Part IV
Findings and Recommendations

| Pinding 1. Misstatement of Financial Activity

Summary
The Audit staff’s comparison of CMF’s financial activity with its bank records revealed a

material misstatement of disbursements in calendar year 2012. CMF misstated its
disbursements by $2,163,830. InmpolmwlhelmerhnAudit T
the CMF Treasurer stated that CMF did not agree that it had giiistated its disbursements
wszlﬁ.mm&hadmﬂeditszondisclom S WRzorre

Conteats of Reports. Elchreportmustdlsclose'

econciled CMF’s reported financial activity with
2N2. The reconciliation determined that CMF

12 The following chart outlines the discrepancies

and its bank records. The succeeding paragraphs

Reported | BankRecords | Diserepancy
Beginning Cash Balance $0 $0 $0
| @ July 9, 2012
Receipts $2,814,767 $2,816,253 ($1,486)
Understated
Disbursements $2,745,851 $2,747,337 ($1,486)
Understated
Ending Cash Balance $68,916 $68,916 $0
| @ December 31, 2012




CMF understated its disbursements by $1,486 in 2012. However, when evaluating the
identified errors, regardless of whether the emrors were positive or negative (absolute
value), the Audit staff discovered that CMF misstated its disbursements by $2,163,830 as
follows:

The misstatement of disbursements resulted from the following differences:

o Expenditures under-reported or not reported? $1,081,176
o Expenditures over-reported or not supported by bank payments 1,081,172
o Bank charges not reported

Sam of Reporting Adjustments

Although the chart demonstrated that overall CMF had oply
disbursements by $1,486 in 2012, the Audit staff foungd tih
the majority of its disbursements. The disbursemesyyf
that, during the period from CMF’s inception thg
was unable to match vendor payments to any :
over-reporting and under-reporting on its disclomi!
reporting expenditures of $1,081,172 and unc

of $1,082,658.

B. Interim Audit Report & Awdit I mmendatig
Atmeexitoonfuanee,meAud!tmﬂ‘ = of misstated activity and

§)¥"The CMF Treasurer had no

screparn ofSleaﬂmpbcmofbmk
orted ascontm-mceipts(not—mﬁmnt—ﬂmdschechor
ik reduce receipts) instead of as bank service charges.” CMF

CMF Treasurer said gfhended 2012 disclosure reports were filed to correct the payee
names, incorrect dates, and the reporting of the bank service charges only (see Finding 3
— Reporting of Apparent Independent Expenditures). However, as of the date of this
report, the Audit staff determined that no amended reports have been filed by CMF to
correct the public record. Absent the filing of amended reports, CMF disbursements
remain misstated by $2,163,830.

2 This amount incindes two expenditures totaling $79,631 for which documontation was insufficient to
make & determination pertaining to how these disbursements should be reported. See Recordkeeping for
Communication Finding, p.18.



Finding 2. Disclosure of Occupation and Name of
Employer

During audit fieldwork, a review of all contributions from individuals requiring
itemization indicated that 527 contributions totaling $86,745 Iacked adequate disclosure
of the contributor’s occupation and name of employer. CMF did not demonstrate “best
efforts™ to obtsin, maintain and submit this information. In response to the Interim Audit
Report recommendation, the CMF Treasurer stated that CMF hagdigended its disclosure
reports to correct the errors. However, as of the date of this regl
disclosure reports have been filed by CMF to correct the pyliiecord. Absent the filing
ofamendedmmeammntofeotmibnmonslwkmg equatiiisclosu

B. BeltElloruE-l Bompihnes g treasurer of a political committee
hat the © afScT Sllagly (sce below) to obtain, maintain, and submit
ommittee’s reports and records will be

preguts ﬁ:rﬂleeomribmor'sﬁlllnune,mailinglddrus.oecupaﬁon.
® of employer; and
that such reporting is required by Federal law.

o Nol:e The request and statement must appear in a clear and conspicuous

manner on any response material included in a solicitation.

e Within 30 days of receipt of the contribution, the treasurer made at least one
effort to obtain the missing information, in either a written request ora
documented oral request.

e The treasurer reported any contributor information that, although not initially
provided by the contributor, was obtained in a follow-up communication or was
contained in the committee’s records or in prior reports that the committee filed
during the same two-year election cycle. 11 CFR §104.7(b).



Facts and Analysis

A. Facts
A review of all contributions from individuals requiring itemization indicated that 527
contributions totaling $86,745, or 30% of'total contributions from individuals required to
be itemized by CMF, lacked disclosure of the contributor’s occupation and name of
employer. For most of these entries, the contributor’s occupation and name of employer
information (455 of 527) were blank on the Schedule A (Ttemized Receipts) filed with the
Commission.

The Audit staff reviewed the receipt records provided by determine if it had
utilized “best efforts” to obtain, maintain and submit the .

in thi D ’ a letter would be
sent, clearly asking for the missing put solicifting a contribution; (ii)

8 OF law for the reporting of
such information; and e aflxnmnba'andmml
address would be prg@iided to Bikco XThe Treasurer stated that upon receipt of
the information, CKT¥aould anfiihd its ref 2 provide the new information. Although

n yas obtained for the majority of its
bn that these follow up letters were sent to

Rudit stiff mvidedsdledu!umddlscuuedﬂleanuﬂonof

patioghnd name of employer. The CMF Treasurer commented that
btained"Wiat of thgnissing occupation and name of employer information. In

response to the exiWghnigfence, CMF provided documentation detailing the contributor’s

ame; employermﬁxm:honﬁxﬂsawoﬁhemhom

3 were not filed.? This amount is included in the $77,405 noted

The Interim Awdit Report recommended that CMF establish "best efforts” by amending
its reports to disclose the missing information relating to the 479 contributions totaling
$77,405.

3 CMF’s database contained the occupation and name of employer information for an additional 203
contributions totaling $32,036.



C. Committee Response to Interim Audit Report

In response to the Interim Audit Report recommendation, the CMF Treasurer stated that
CMF had obtained occupation and name of employer information for all but 30 of its
contributors and restated its “best efforts” procedures. The response also included a
listing of the 30 contributors for whom CMF was unable to obtain the missing occupstion
and name of employer information. In addition, 478 “best efforts” letters were provided.
Further, the response mentioned that CMF had amended its disclosure reports to correct
the majority of the errors. However, as of the date of this report, the Audit staff
determined that no amended reports have been filed by CMF to correct the public record.
Absent the filing of smended reports, the amount of contributions adequate
disclosure of occupation and name of employer remains as A

-------

With respect to tho#ie of 24/ hour reportigequired for certain independent
ideghfile fehou reports Pt lng$90.260maumelymmnermd

Judit Kiggt recommendation, the CMF Treasurer stated that

indepiiident expenditures was $914,856 and CMF has filed new and

poric mdepmdente&pmdmnuwtalmgﬂ&m After
doifinvoices that were provided, the Audit staff has accepted that
X 9wuenotmdependentmdlmres.mdredueedthe
dedfitpenditures not reported to $273,297 ($469,136 - $195,839).
Also,CMF' mnmmﬂqwdﬂmnhdﬁhdmmdedmmmthe
reporting of the 51 independent expenditures totaling $185,663 disclosed with the
incorrect vendor name. However, even though the CMF Treasurer said that amended
reports were filed, as of the date of this report, CMF has not filed any amended disclosure
reports concerning the independent expenditures. Absent evidence that the expenditures
in question did not require reporting as independent expenditures and did not require
24/48-hour reports, the Audit staff considers the expenditures totaling $273,297 to be
independent expenditures, and CMF has not complied with the recommendation to
correct the disclosure for 51 independent expenditures totaling $185,663.



Legal Standard

A. Definition of Independent Expenditures. The term “independent expenditure”
means an expenditure by a person for & communication expressly advocating the
election or defeat of a clearly identified candidate that is not made in coordination
with any candidate or authorized commitice or agent of a candidate. 11 CFR
§100.16.

B. Disclosure Requirements — General Guidelines. An independent expenditure shall
be reported on Schedule E if, when added to other independent expenditures made to
the same payee during the same calendar year, it cxceeds $200, Independent
expenditures made (i.e., publicly disseminated) prior to paypg¢hould be disclosed
as memo entries on Schedule E and as a debt on Schedulg.
expenditures of $200 or less need not be itemized, thoy

independent wnsSl g
election, and made after the 20™ day but more g
clection, must be reported and the report must be réig
24 hours after the expenditure is 0§ A24-hour .

communication is publicly disseminsigd st date Jat the committee must
usewdetemlnewhetherﬂlewnlm nt oI t expenditures has, in the
aggregate, reached opfiifiaaded the thre repom mountofSlooo 11CFR

§§104.4(H) and 16

(48- fr Reports). Any independent

SONER Ihrupecttomyglveneleehon.ltany

toand cluding the 20th day before an election, must

il time the expenditures aggregate $10,000 or more.

$fic Commission within 48 hours after the

hat 8 communication is publicly disseminated serves
misttec must use to determine whether the total amount of

independentiapenditughs has, in the aggregate, reached or exceeded the threshold

reporting amotiggnf $10,000. 11 CFR §§104.4(f) and 104.5(gX1).

E. Definition of Exf y Advocating. The term “expressly advocating” means any
e Uses phrases such as “vote for the President,” “re-elect your Congressman,”
“defeat” accompanied by a picture of one or more candidate(s), “reject the

incumbent,” or communications of campaign slogan(s) or individual word(s),
which in context can have no other reasonable meaning than to urge the election
or defest of one or more clearly identified candidate(s), such as posters, bumper
stickers, advertisements; or
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e When taken as a whole and with limited reference to external events, such as the
proximity to the election, could only be interpreted by a reasonable person as
containing advocacy of the election or defeat of one or more clearly identified
candidate(s) because:

o the clectoral portion of the communication is unmistakable, unambiguous,
and suggestive of only one meaning; and

o reasopable minds could not differ as to whether it encourages actions to
elect or defeat one or more clearly identified candidate(s) or encourages
some other kind of reaction. 11 CFR §100.22(a) and (b).

F. Formal Requirements Regarding Reports and Stat
committee shall maintain records with respect to the m
which shall provide in sufficient detail the necessary info
filed reports may be verified, explained, clarified, and

completeness. 11 CFR §104.14(b)X1).

Facts and Analysis _

A. Reporting of Apparent Indepeadeat Expeadifi
1. Facts \
During audit fieldwork, the Audit stif ed disburscliigs to easure the proper
reporting of independent expenditure? PRligiafT idetitified the following:

e Apparent ingéPeiiat expenditull§s not reposted totaling $469,136.
2e incorNgitly reported §p Schedule E totaling $185,663.

br invoices or payments to any

ber Schedule B (Itemized Disbursements) or Schedule

tplain how it classified communications and how

disbugiments, as well as, if any documentation was

orted amounts. CMF stated that portions of some

piyted as independent expenditures and the remaining portions
8. However, CMF did not explain its methodology for
bursements were disclosed.

Absent documentation of how disbursements were disclosed, the Audit staff used the
following approach to determine the amount* that should have been reported as
apparent independent expenditures:

4 The Andit staff originally inciuded in its calculation of the total costs stiributed to indopendent
expenditures a variety of other types of cost described on the invoices, such as, postage of “fulfillment
letters”™; costs associated with oredit card processing connected with “fulfiliment letters™ and with
“scquisition and processing™; check debiting for “scquisition and processing”™; “rental lists™;

s “lockbox services,” and costs associated with cresting and sending “promiums” such as a
flag and bumper sticker. These costs described on the invoices are not defined in terms of how they are
related to the communications, but the descriptions might raise questions whether some of theen should
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e Communications such as the telephone calls, follow-up letters, and television
advertisements containing express advocacy of a clearly identified candidate
were considered to have most likely disseminated before the date of the
general clection. 11 CFR §100.22(a)

e Based on communications that the Audit staff determined were disseminated
before the November 6, 2012 general election, any associated costs were
considered independent expenditures.

a. Apparent Indepeadeat Expenditures
Made Avalilable)
The Audit staff determined that CMF 3
totaling $1,816,369. However, CMF on 3
totaling $1,347,233. Therefore, the Audlt sts

amount of apparent independegy S469136,ﬁn'wh|chCMF
provided the associated commilinti scripts and call
dates, advertisements, and sohc Vi ;. included $328,250
that CMF had not paid and for wilich CM dha disclosed memo entries

on Schedule E whep the communiciiogl'we ninated. The corresponding
debt owedS also #iSRRave been difflosed on SE eduleD(Debtsmd

igati #Xhe 1 Ismd Rision advertisements contained language
expressly &iv8 g thelflection or deRaof a clearly identified candidate, as

defined under 1 TR FIRSRQ). whilthe follow up letters contained language
- Ay clearly identified candidate, as defined

ort, the Andit staff deducted costs assoclsted with credit card

$ The Audit staff nsed ofmumdcnmhmubuﬁmunummcw's

. The Audit staff treated the last day of the date range as the date of

nvdice: mmmmumuummmmu
partly afier the general election date. In that case, the Andit stafT chose to pro-rate the cost of the service
sccording to the proportion of the date range occurring before and afier the general election.

¢ Only $67,800 of the $328,250 would be required to be disclosed as dobt, since CMF disclosed debt owed
to this vendor totaling $260,450 on its 2012 year-end report. See Finding 4 - Reporting of Debts and
Obligations, p.15.

T CMF has indicated thet the two telophono scripts, two follow-up letters, and threo television
advertisecments in the Audit staff"s possession represent the entire universe of communications that were
made during the andit period. However, invoices indicate there was an additional 2 television
advertisements, see Finding 5 - Recordkeeping for Commumications, p. 18. Based on the content of the
communications, one telephone script, one follow-up letter, and two television advertisements contained
express advocacy.



13

b. Indepeadeat Expenditures Reported on Schedule E (Independent
Expeaditure Schedule) - Disclosure Errors
CMF disclosed 51 independent expenditures totaling $185,663 with an incorrect
vendor name. These expenditures were disclosed as paid to the media vendor.
However, CMF did not make direct payments to this vendor. The media vendor’s
services were billed to CMF through invoices from another vendor, and CMF
made direct payments to that vendor instead of the media vendor.

2. Interim Audit Report & Andit Division Reco! datigs
Atﬂleexltcmﬂumee,ﬂ:eAuditmﬂ'pmmuchedules

expenditure reporting errors. In response to the exit confgliince, the CMF Treasurer
provided an email addressing $301,972 of the expensggfSillg@but not paid in section
A. 1 (a) above. The email showed that June 2012 exignses tOREag $92,411 that were
billed to CMF were actually incurred by anothe tee and ¥ d have been
paid by that committee.® Other than the emajilfi i F Treasurer
did not provide any other documentation tgfien s liable
for $92,411.
The Interim Audit Report recomme:
e Proviic documentation ant

totaling $469,136 did not re .

Absentsuehewdmce.CMF nded Ats reports to disclose these

disbursements as mdependelt ‘H& thedule E and submit revised

[ DS L &

procedures S eIEting i pe
Ammd. E=nors 1t Yyl ﬂn ~ I meh“s‘ M‘t
EXDSHATL NS N Iss'“ao

e T ' Jit Report

it Report recommendation, the CMF Treasurer stated
pnount of independent expenditures was $914,856
¥ on the amended disclosure reports. CMF provided
it determined whether an expenditure was an

B independent expenditure, along with 20 additional veador

CMF considered Jie following costs as independent expenditures: all costs
associated with the media vendor ($629,730), 20% of all outbound phone calls
($153,256) since approximately one minute of an average five minute call contained 2
taped anti-Obama message, 50% of all rental list costs ($50,223) since the lists were
used for outbound calls which had a dual purpose of delivering a political message
and soliciting a contribution, and all bumper sticker costs incurred before the general
election ($2,087), since the costs contained a political message. Costs totaling

% Tho other committee that CMF contends is lisble for the $92,411 deb is not registered with the
Commission.



14

$92,411 were considered to be costs associated with a 527 organization® (sec Finding
4 - Reporting of Debts and Obligations), and all other costs'® were considered to be
either fundraising or administrative in nature. CMF did not provide any new phone

scripts. !

The Audit staff maintains the script used for the telephone calls, the follow-up letters
sent, and the media television advertisements provided by CMF and made before the
general election contained express advocacy, making the costs for these and all other
related costs independent expenditures. CMFsmmﬂmmeofﬂleeom‘me
fundraising only does not take into account that fundraising lets
advocacy language are not excluded from the regulation defi#t¥®g at 11 CFR
§100.16."2 Also,CMF’stelponsemamonedMIt!nd -‘ mendedteponsto
correct the reporting of the 51 independent expendituggffto
wﬁhthemeonectvendorme.l-lowewuofﬂw e of tiepo! CMFImnot
filed any amended disclosure reports concerning #i®jpdependentiine:

purchaseandmallmgofAm icarF i ), ool lating to lock box services
($4,650), and credit card singQe R

apparent i a:pmdltmes. otz dit staf oved disbursements
of3157.537ﬁom1|s ndient gfberRt Costs and now considers
these to be o ures ¥ g $38,302 have been
movedﬁ'om "'F* ------ nt dpenditure total and moved to the

ecordke ‘ becs documelitation provided for these expenditures is
notsulﬂclmtlo et ghese expengiitures should have been reported (See

sduciiiéhe amount of apparent independent expenditures to
$195389). As previously stated, CMF reported
il in th€ amount of $1,347,233. Therefore, CMF has not
sppafiht independent expenditures totaling $273,297 ($1,620,530 -
sgiiire reporting as independent expenditures. Absent evidence
2adi question did not require reporting as independent
dit staff considers these expenditures to be independent

® See foomots 15.

10 See footnote 4.

I CMF provided one more television advertisoment, bringing the total provided by CMF to fowr. The
CMF Treasurer statod this television advertisoment is an indopendent expenditure. However the Audit
staff does not consider this particular television advertisement to be sn independent expenditure bocause
it does not contain express advocacy. And the cost is not a paxt of this finding.

12 o0 the Final Audit Report of the Commission on the Legacy Commitsee Political Action Committee,
Finding 2 (2008 election cycle).



B. Failure to File 24/48-Hour Reports for Independeat Expenditures

1. Facts

During audit ficldwork, the Audit staff reviewed disbursements to determine whether
24/48-hour reports were properly filed.'* The Audit staff determined that CMF filed
untimely 24-hour reports for 13 independent expenditures totaling $90,260. For these
expenditures, 24-hour reports were filed 13 to 27 days after the dissemination date.
As noted above, the Audit stafT also identified apparent independent expenditures
totaling $469,136 which may also require filing of 24/48-hour reports.

2. Interim Audit Report & Awdit Division Recomme
At the exit conference, the Audit stafT presented schedules
24/48-hour reports that were not filed. The CMF Treggite

f untlmely and possible

comments.

Absent documentation and evidence that appagnt i pSiitures totaling
$469,136 did not require reporting as indep@il pandi _
above), the Interim Audit Report recommend®iiihat Chgihprovide docurjéntation to
support the date of public dissemination for the Siagifinicati i

whether a filing of a 24/48-hour rgpo IntunnAudltRepottalso
recommended that CMF provide ¢ i defh e that the 24-hour

reports totaling $90,260 were filed iy

3 Connllteellupouebliell N

In response to the Ip Report mmend on.ﬂneCMF'l‘lmmmd

that the actual arpiint of ililinendent exyp mnesm$914.856deMFhuﬁled
FS48-hoflirer i nt expenditures totaling $764,082.

giidress the 24-hour reports totaling $90,260
¥ filet gely. v, stalf restates that CMF under-reported the
----- peaditures totaling $273,297. The Audit staff was
O i lepalsﬁlmgsCMledeaddrthhue

. 2s. Absent evidence that the expenditures totaling

inciiin section A.3. above) did not require reporting as

i M enditugls, the Audit staff considers these expenditures may have
tequlled ﬁlmg 4fS-hour reports.

| Finding 4. Reporting of Debts and Obligations

Summary

During audit fieldwork, the Audit staff identified debts totaling $67,800 that were not
disclosed on Schedule D (Debts and Obligations) as required. CMF contended that it was
not liable for a portion of the expenses, as they were incurred by another committee. In

13 See footnote 5.
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response to the Interim Audit Report recommendation, the CMF Treasurer provided a
check copy (front only) written by a 527 organization for payment of $93,990 along with
ten invoices billed to the 527 organization, and concluded that all debts and obligations
owed have been properly reported. The Audit staff does not consider this adequate
documentation to demonstrate that the debts totaling $67,800 did not require disclosure
by CMF. Absent further documentation, the amount of debts required to be disclosed on
Schedule D remains as $67,800.

Legal Standard
A. Continuons Reporﬂn; Required. A polmcll eomnntwe mug dlsc!ose the amount

B. Itemizing Debts and Obligations.
® A debt of $500 or less must be reported o
the date incurred (the date of the transactj

regularly seheduled report.

C. Reporting Disputed Debts. A poli
accordance with 11 CFR 104.3(d) afy
ofvaluemdlepolmealcommm.
maslulldlsc - DI
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except for the 2012%aa®:nd Report, which did not include $67,800'* owed to the
vendor. This vendor Frovided media services for CMF.

B. Interim Audit Report & Audit Division Recommendation
At the exit conference, the Audit staff provided a schedule and discussed the debt
reporting matter with the CMF Treasurer. In response to the exit conference, the CMF

 The Audit staff identified payments owed to this vendor totaling $328,250. See Finding 3 — Reporting of
Apparent Independent Expenditures, p. 9. Only $67,800 of the $328,250 would be required to be
disclosed as debt, sinoe CMF disclosed debt owed to this vendor totaling $260,450 on its 2012 yesr-end
report. CMF contends thet invoices totaling $92.411 of the $328,250 billed were incurred by another
committee.
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Treasurer provided an email showing that June 2012 expenses totaling $92,411 that were
billed to CMF were actually incurred by another committee and should have been paid by
that committee. However, no further documentation or explanation was provided to
associate these expenses with another committee. The Audit staff was not able to verify
that the other committee is actually liable for the debt. As a result, the debt that CMF did
not report on its Schedule D remained as $67,800

The Interim Audit Report recommended that CMF provide documentation demonstrating
that these expenditures did not require reporting on Schedule D and documentation to
support that the expenses totaling $92,411 were billed erroneously o CMF. Absent such
documentation, it was further recommended that CMF amend itgi#Pegt:
unreported debts totaling $67,800

C. Committee Response to Interim Audit Report
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In a conference held after the Interim Aud Regfit rc , the CMF Treasurer stated
that he had requested thyfiifiand back of thff check cop¥ written by the 527
organization and wouli e 527 orgmiligation’s bank statements in an attempt to
demonstrate that ti€ SR organifition receivedhe.benefit of the services provided on the

gpferenc " provided ten more invoices. The
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15 Entities organized under section 527 of the tax code are considered "political organizations,” defined
generally as a party, commitice or association that is organized and operated primarily for the purpose of
influencing the selection, nomination or appointment of any individual to any federal, state or local
public office, or office in & political organization. All political commitices thet register and file reports
with the FEC are 527 organizations, but not all 527 organizations are required to file with the FEC.
Some flle reports with the Internal Revenue Service (IRS).

16 RS records indicate that the 527 organization dissolved on August 29, 2012.

17 The CMF Treasurer siated that only $92,411 of the $93,990 billed was incurred by the 527 organization.
And that the difference of $1,579 ($93,990 - $92,411) was a CMF media expense thet would be
considered to be an in-kind contribution from the 527 organization, with the excessive portion of $579
($1,579 - $1,000) payable as s refund.



on the invoices in question and that the $92,411 is the debt of the 527 organization, then
CMF could report it as disputable debt per 11 CFR §116.10(a).

The Audit staff concludes that although the amount of the check copy provided agreed
with the total of the 10 invoices in question, CMF has not demonstrated that this check
was successfully negotiated and that the $92,411 billed to CMF was not incurred by
CMF. Absent further documentation, such as a bank statement supporting the check in
question was negotiated or a statement from the vendor that the 10 invoices in question
should have been billed to the 527 organization or documentation that CMF did not
receive the services noted on the invoices, the debt CMF has not rgported on Schedule D
remains as $67,800.
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¥Regarding Reports and Statements. Each political

all¥ records with respect to the matters required to be reported

nBufficient detail the necessary information and data from which
Wfbe verified, explained, clarified, and check for accuracy and

completeness. 1J"CFR §104.14(b)(1).

B. Preserving Records and Copies of Reports. The treasurer of a political committee
must preserve all records and copies of reports for 3 years after the report is filed. 52
U.S.C. §30102(d).



Facts and Analysis

A. Facts

During audit fieldwork, the Audit staff reviewed disbursements to verify the accuracy of
the information reported on the disclosure reports.
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C. Committee Response to Interim Audit Report

In response to the Interim Audit Report recommendation, the CMF Treasurer provided
the two missing invoices for the disbursements for which no invoices or copies of
communications were provided ($79,631). Although the two invoices were provided, the
invoices do not indicate what advertisements were run and CMF did not provide a copy
of the relative communications. Therefore, the Audit staff still considers the

18 This emount is a part of the expenditures not reported which is addressed in Finding 1 — Misstatement of
Financial Activity, p. 5.



disbursements for which originally no invoices or copies of communications were
provided ($79,631) to be insufficiently documented.

Also, the CMF Treasurer provided four television advertisements for the disbursements
for which invoices were provided but the Audit staff questioned whether there was an
additional television advertisement ($224,768). Of the four television advertisements
provided, three advertisements had already been provided to the Audit staff during audit
ficldwork. CMF did not provide the fifth advertisement implied in an invoice.”® The
CMF Treasurer stated that the media vendor had confirmed that there was only one
Obama-care television advertisement, even though the invoices indicated that there was
an Obama-care advertisement and a Repeal Obamacare advertiggtf®nt, Therefore,
according to the CMF Treasurer, there were only four televigi@ advertisements, and
CMF had provided all four of the advertisements. After dVicWE the television
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19 See Footnote 7.



